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CORPORATE GOVERNANCE IN BOSNIA AND HERZEGOVINA
ABSTRACT. Corporate governance shows how rights and
responsibilities are distributed among different stakeholders in
corporations. We relate corporate governance to the issues of power,
authority and responsibility in the performance of the primary activity,
i.e. it provides an answer to the question who controls the corporation,
why and in whose interest. To determine the characteristics of a
corporate governance system, it is necessary to determine who has a
crucial position and role in defining relations in the corporation.
Corporate governance in Bosnia and Herzegovina is within the
jurisdiction of entities, and there are two substantially aligned and yet
completely distinct corporate governance systems.
The main goal of the paper is to analyze and describe the
characteristics of corporate governance in Bosnia and Herzegovina.
KEY WORDS: corporation, corporate governance, corporate
governance system, stakeholders, business transparency, Bosnia and
Herzegovina, capital market in Bosnia and Herzegovina
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Key findings
Introduction.Corporate governance is defined as a set of
processes and procedures for management and control of corpora-
tions. Corporate governance shows how rights and responsibilities are
distributed among different stakeholders in corporations. Good
governance means establishing an effective coordination mechanism
between various stakeholders in order to satisfy the needs of each of
the stakeholders, while ensuring survival of the corporation.
Corporate governance in a country is defined and regulated by a
set of laws as well as other regulations governing this field. Corporate
governance in Bosnia and Herzegovina (B&H) is within the
jurisdiction of entities, and there are two substantially aligned and yet
completely different corporate governance systems. This study will
examine and compare corporate governance in the entities of the
Federation of Bosnia and Herzegovina (F B&H) and the Republic of
Srpska (RS) because they have organized financial markets, securities
markets in Sarajevo and Banja Luka, and therefore regardless of the
specific position of the Brčko District, corporations based in Brčko
can be taken into consideration only if their shares are traded on some
of the entity stock exchanges.
The main goal of the paper is to analyze and describe the
characteristics of corporate governance systems in B&H.
Purpose.B&H is regulated in a complex manner and divided into
two entities, the Federation of B&H and the Republic of Srpska; as a
result of such circumstances, there are two separate but partially
harmonized entity legal frameworks, as well as two separate capital
markets in B&H. The complexity of the state system of B&H has
determined the complexity of the overall legal framework as well. It
can be said for B&H that there are two separate corporate governance
systems, relating to the two entity systems, and there is even the third
one relating to the Brčko District. This study will analyze the two
entity systems of corporate governance, and make conclusions on
similarities and differences between characteristics of the corporate
governance systems in the entities in B&H.
Characteristics of corporate governance systems in selected
corporations will be analyzed by the following criteria: legal
framework, ownership, concentration of ownership, power and role of
owners in corporate governance, corporate governance instruments,
and interests of other stakeholders, business transparency and the role
of capital markets.
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This paper will analyze fundamental characteristics of corporate
governance systems on a sample consisting of: corporations whose
shares are traded on the Sarajevo and Banja Luka Stock Exchange (a
total of 87 corporations).
Results.In order to establish the final picture of characteristics of
corporate governance systems in B&H, data on concentration of
ownership for non-financial corporations, banks and insurance
companies, will be integrated and compared (Table 1). Eighty-seven
non-financial corporations from entity stock exchanges were analyzed
according to the criteria of quality and liquidity of shares, with the
selected corporations being from the first two quality levels according
to the criteria of entity stock exchanges.
As for financial corporations (banks and insurance companies), the
study was carried out on all banks (totally 28, of which 18 are located
in FB&H and 10 in RS) and all insurance companies (totally 23, of
which 13 are located in F B&H, and 10 in RS) that have operating
licenses issued by the relevant agencies.
Table 1










Owner 1 51,47 66,69 74,03 58,44
Owner 2 13,24 9,76 10,39 12,03
Owner 3 7,27 4,72 5,27 6,40
Owner 4 4,63 2,48 1,82 3,71
Owner 5 3,27 1,80 1,00 2,58
Owner 6 2,29 1,56 0,87 1,90
Owner 7 1,77 1,37 0,74 1,52
Owner 8 1,36 1,17 0,58 1,19
Owner 9 0,97 0,97 0,52 0,90
Owner 10 0,72 0,67 0,49 0,67
Total concentration
of 10 largest owners 86,99 91,19 95,71 89,34
Source: Analysis of authors according to the data from securities registries of F B&H and RS.
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In each of the three observed cases, the first and largest owner on
the average has a share greater than 50 %, and also we have
significantly more corporations where the first and the largest owner
has a controlling block of shares. The highest ownership concentration
is in insurance companies, where the largest owner on the average
holds almost 3/4 of the total capital, while in banks s/he holds 2/3 of
the capital. In the banks that were analyzed in detail the situation is
also specific in that the six largest banks have a situation that the
majority owner holds more than 90 % of the capital and has absolute
control of business operations and management. If the assumption of
ownership pyramiding is added to this, the largest owner can be said
to have absolute control of business operations, cash flows and
management.
In addition, the primary method of financing of non-financial
corporations is bank loans, while financial markets do not have almost
any importance in financing. All this implies that all the power in these
corporations is concentrated in the hands of majority shareholders and
banks (Morck, 2002). A system with such characteristics can be said to
have the characteristics of a closed system with all the theoretically
defined advantages and disadvantages.
When this is compared with data on ownership concentration of
financial institutions, banks and insurance companies in B&H, the
situation is almost identical in financial and non-financial
corporations. Both of these systems are characterized by high
concentration of ownership, which means that both financial and non-
financial corporations belong to the closed corporate governance
system.
Analyzing the corporate governance system in the studied
corporations in Bosnia and Herzegovina, in addition to ownership
concentration, we also considered the policy of relations with
stakeholders, and that includes the following1:
a) Relations with stakeholders in corporations in B&H,
b) Transparency of business operations of corporations in B&H,
c) Transparency in the operation of governing bodies in
corporations in B&H,
d) Structure of governing bodies in corporations in Bosnia and
Herzegovina.
The analysis of relations with stakeholders in B&H looked at the
policy of management’s relations with all stakeholders (Table 2).
Analyzing the policy of relations with stakeholders, it was examined
                  
1European Parliament and Council: Directive 2004/109/EC, 2004, pp. 40-49.
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how many corporations have an active website, publishes general acts,
publishes reports on business operations in the local and foreign
language, and submits reports to the entity stock exchange.
Table 3
THE POLICY OF RELATIONS WITH STAKEHOLDERS











Website 80,61 % 94,74 % 86,78 %
Corporation’s general acts 22,45 % 68,42 % 42,53 %
Report on overall business ope-
rations for the previous year 61,22 % 80,26 % 69,54 %
Reports in foreign languages 20,41 % 10,53 % 16,09 %
Submitting reports to the entity
stock exchange 94,90 % 98,68 % 96,55 %
Objectives of the business 62,24 % 68,42 % 64,94 %
Reports from shareholders’
meetings 50,00 % 78,95 % 62,64 %
Reports on events of special
relevance to financial operations 40,82 % 47,37 % 43,68 %
Information on potential
business risks 30,61 % 36,84 % 33,33 %
Auditor’s report and opinion 38,78 % 60,53 % 48,28 %
Publication of semi-annual or
quarterly reports 56,12 % 68,42 % 61,49 %
Number of years for which
reports are published 4,00 5,66 4,72
Published reports for five or
more years 79,59 % 92,11 % 85,06 %
Not having any published
annual reports 0,00 % 0,00 % 0,00 %
Source: authors.
From all the above, it can be concluded that the level of business
transparency in corporations in the Republic of Srpska is significantly
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higher than in the Federation of B&H; this especially applies to the
period for which reports are published, as well as the number of
corporations that have published reports for 5 and more years. Here it
is especially important to stress that almost half of the observed
corporations have not published reports on events of special interest
for financial operations in the F B&H and the RS, or reports on
potential risks, where the percentage is even smaller. In the F B&H,
only 50 % of corporations published minutes from shareholders’
meetings. With these criteria, it is positive to emphasize that there is
not a single corporation that has not published any report. As for
business transparency, the RS currently has a significant advantage
over the F B&H, and the main reason can be assumed to be the earlier
adoption and continued development of the institutional framework
for corporate governance.
If we examine and summarize the conclusions of the analysis of
relations with stakeholders, we can conclude that corporations in
B&H (equally in both entities) keep all the disadvantages of a closed
corporate governance system. This primarily applies to all aspects of
business transparency where, regardless of the fact that all
transparency channels have been developed and prepared, this area
represents a weak point and is one of the most important segments for
improvement of corporate governance in B&H.
Conclusions.Corporate governance in B&H is within the
jurisdiction of entities, and there are two substantially aligned and yet
completely different corporate governance systems.
The institutional framework for corporate governance in B&H
consists of two entity institutional frameworks that include 18
different areas of regulation (of which there are four organic laws at
the state level and 14 entity laws), entity codes (relating to entity stock
exchanges) to which other international standards are added. Based on
all this, it can be concluded that corporate governance in B&H is
based on two mostly aligned, but still significantly different
institutional frameworks. In the true sense, that departs from the
international recommendations and standards of corporate governance
that advocate a single harmonized system, brought into line with
international standards.
On the other hand, looking at the key internal mechanism,
concentration of ownership, it can be concluded that it is high in both
entities, where the largest owner on the average has at least 50 % of
capital and thereby control of the corporation. Corroboration of
ownership concentration being very high is shown by the fact that the
first two owners control more than 2/3 of the capital or voting rights at
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shareholders’ meetings. All this points to the fact that corporations in
B&H have the characteristics of a closed corporate governance system
and that, regardless of legal differences between the entities, the real
characteristics of the corporate governance systems in terms of
ownership concentration are very similar in B&H.
Summarizing all the above, it can be concluded that in B&H there
are two separate and distinct corporate governance systems, which
distinguishes B&H in relation to the countries of the region and the
world. Besides, corporations have the characteristics of a closed
corporate governance system with all its weaknesses, and these are the
fact that power is concentrated in the hands of the majority owner,
centralized management, then the problems are with business
transparency and relations with key stakeholders. All these business
segments are the basis and guidelines for improving the practice and
standards of corporate governance in B&H.
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